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April 30, 1997

Mr. William F, Caton, Acting Secretary
Federal Communications Commission
1919 M Street, NW Room 222
Washington, DC 20554

Re: Ex Parte Presentation in CC DocketNo.~d CC Docket No. 96-45

Dear Mr. Caton:

On Tuesday, April 29, 1997, Mr. Bert Roberts, Jr., of MCl, spoke with Commissioner Susan
Ness and Jim Casserly, Senior Legal Advisor to Commissioner Ness. The purpose of the
meeting was to discuss (1) the legal justifications for resetting the productivity factor and
applying it to past years; (2) the mechanisms the FCC should use to reduce access charges; and
(3) how the FCC can ensure the neutrality and portability of universal service support. The
attached document, filed as part of the record in the above captioned proceedings on Tuesday,
April 29, 1997, details the topics discussed.

Two copies of this Notice are being submitted to the Secretary of the FCC in accordance with
Section 1.1206(a)(2) of the Commission's rules the next business day.

Sincerely,

~]\.~
Attachment

cc: Commissioner Ness (Letter Only)
Jim Casserly (Letter Only)
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..1.pril ~9. 1997

\lr. William F. Caton. Acting Secr~tary

Federal Communications Commission
1919 M Street.:--JW Room 222
Washington. DC 20554

Re: Ex Pane Presentation in CC Docket '0.96-262 and CC Docket No. 96-45

Dear \lr. Caton.

Please file the enclosed letter and attachments as pan of the record in the above-captioned
proc~edings. This information is in response to a request from Chairman Hundt and therefore
will not count against MCrs page limit.

Two copies of this "t"otice are being submitted to the Secret;lr; of the FCC in ;lccordance Vwith
Section 1.1 :06(al( 1) of the Comrmssion's rul~s.

Sincerel', .

..1.ttachments

C'mmissioner Chong
(',1mmissioner 'ess
Commissioner Quello
Regina I--:.eeney
\\:lIL1r;' Kennard

Lan; ..1.tlas
Richard \1etzger
Jl)hn 'akahata
Kath: Le\ itz
'" 'llann" Tctreaul:
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Jonathan •. 5allet
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April 2Q. 14Q"'

The Hon,"1rabk Reed E. Hundt. Chainnan
Federal Communications Commission
1919 M Street;-';W
Washington. DC 20554

Re: Ex~ Presentation in CC Docket ~o. 96-262 and CC Docket
No. 96-45

Dear \1r. Chainnan:

In response to your request. we are answering three specific questions that you posed
during our meeting on \-fonday. April 28. 199-:'. As you know. we remain opposed to any access
charge refonn plan that fails to lower the telephone rates or" American consumers and businesses
because. as \l,e have explained. the current access char:;e s; stem pays billions of dollars of
unjustified subsidies to incumbent telephone companies. The record in this proceeding shows
this beyond dispute. We also oppose any uni\ersal service proposal that fails to meet the
2l1ngressieJnal command that all subsidies for the support of affordable telephone service be made
explil:it :m:'·,;.;"::..lte::. Thus. while responding to your request. \\e want to be careful to note that
\\e are n~...,t .1ddressIr1~ other Issues w,dc "::0nsideration b; ::-.e Federal Communications
1~,\rnm\5SI0n I"FCC" ':'; "CommiSSion" · ... hose re~,"'lutl('In. ··'·e belie\e. IS mandated by law.

I. \\nat j:; the leial basis tor resenln~ the rroductivil' factor and app1vini it to past
\'ears'")

The FCC. ir: ~ts Interim Price Cap Order. found rha: existing price cap mechanisms
·,.mre';'~~'nJbly shifted the balance of" ..:: C;:' 3:- er and ILEC 5har~holder interests in favor of the
ILECs The FCC stated that a one-time reduction in ILEC Price Cap Indices was required to
.:orrel:t. c'n J rr's;:-ecti\e basis. the ~!'f~(t5 of the Fe \, . ~ ~n':~restimation of LEC producti\"it~.

-::'c FCC c:\r\~lned that corre~t specliicatl,"'r..': :he NI...,jU2~'\ It: factor \\as a critical element in
'~e 1--3lan..::e the FCC struck between r.:nera:cr and ILEC sh.lTeholder interests \\hen it instituted
pnce cap regulauon.:

. In the \taner of: Price Cap Perfonnance Review!,"", L\Kal Exchanie Carriers. CC
Docket 4"+-1. re ;eased April 7. 1995 I"1995 Price Cap C)rje~" I

: 19Q~ Price Cap Order at .... 24~. :..+6



Then: IS J sufficient record for the FCl' w adjust the prodUl:tivity factor today and apply
It staning from any year since IqqO: J. praclll.:e the Commission followed in the interim price cap
order In ICN:;' This is also consistent with recent comments submined by the Department of
Justice (see anachment) and STI.-\. (see anachment)

The prl)Juctivity adjustment is intended to be an incentive to the ILECs to become more
efficient. The current price cap. \\ lth its low productivity adjustments. provides no challenge for
mcreased ILEC efficiency. Studies were placed in the price cap dC'cket by :\T&T. Ad Hoc and
CARE which indicate true ILEC productivity is as much as 10%. The continuing trend of
increased earnings demonstrate that even with the modest increases in the X factor in the interim
order. the price cap is not now properly calibrated to yield a reasonable return or emulate the
competitive market. Only an adjustment to the 8-1 O~/o lewl will yield results that accord with the
purposes and objectives of the price cap procedures.

\1CI recently tiled an analysis of ILEe earnings as an ~~ presentation. which
mdicates the appropriate productivity adjusnnent would fall between 7.95% and 10.63%. This
ILEC productivity analysis is filed in response to a flawed analysis submitted by USIA in
Attachment 7 of its access refonn comments which purports to show unbelievably low ILEC
productivity.

II. "bat mechanism should the FCC use to determine whether an' reliance on
market mechanisms to reduce access chan~es is workin~. and. if not. to mandate
additional reductions':

-1 :-..' cnJ-:;Jme of any reduction in ac-:ess charge~ shc'\uld 't-e economic cost. I.e .. TELRlC
baseJ access charges. There IS abunG.:illt e\IIJen-:.: ~hat thIS \\ill result 10 substantial cuts in access
..:harges. For example. the Consumer Business coalition proposal requires an ,,\erall cut in
-\\ ;li.:hed access charges of at least S: n 5 billion (\\er til e years to drive access prices to
TELRIC The ..:urrent price cap plan. on the other hJnd. forces rate cuts of. at most. inflation
mmus 5.~ percent. which at current expected fates of inflation would reduce access charges by
~~,)ut S~~CI mi\ll<..m per year. .-\t :hlS ~~:.:. Jc..:ess charges would not reduced to economic cost for
:-.lnetec!1 \ cars

It I' :n~r,mant that the ConuTlIssion adopt sreclric. enforceable mechanisms to ensure that

P<..,\ic: J.11d Ruks Concemm:; Rates tor Domm.lnt Carriers. CC Docket No.
8--3\3. Second Report and Order. ~ FCC Rcd 6786 (1990):~ also 1995 Price Cap Order; ~
also Ex Pane Lener dated April ~3. 1997 to William F. Caton from Brad Stillman. Senior
Counsel of\1C1 (attached): S«. also Ex Parte Letter dated April 18. 1997. to William F. Caton
from Chris Fremrup. Senior Regulatory :\na1: st for \1CI (anached I: See also 1995 Price Cap
( I~ jer at .- 2.+8



tht: exp~ct~d :.1(-::~ss reductions are. in fact. :Khieved. The following t\\\\ m~thods may be
n:sponsi\c t~) ~ \.1ur inquiry. consistent with tht: (Ondllions ~ou set forth:

First. th~ Commission must determine the economic cost of access charges through a
study it \\l1uld ~\.1mplete this year This study would then serve as the benchmark for comparison
with LEC access reductions. The Commission would mandate the appropriate reduction each
\ear.

Starting July I. 1998. the Commission would assess whether there has been the
mo\ement toward TELRIC rates that would be expected if access charges were to reach cost by
July L 2002. If the reduction were less than the linear reduction expected each year. a
prescriptive reduction would be ordered.

Second. it is critical that the FCC enforce the mechanisms necessary to permit vibrant
market operation. Thus. failure of an ILEC to meet the perfonnance standards. service quality
measurements. :md other tenns and conditions governing access to unbundled network elements.
including collocation and access to fully operational support systems. as set forth in its Section
25:; agreements. should result in a suspension of the flat fees created by the access restructuring
order in the geographic area governed by the agreements until such a time as the ILEC
requirements were met. The flat fees would contain. by definition. surplus funds that cannot be
j usti tied by the cost of access or the needs of the universal service fund.

This additional trigger would serve to remind the ILECs that failure to provide ass and
other market-opening requirements immediately limit their recovery of access revenues. Absent
such a methl1c. use ot a market-based approach \\.ould fail to create any incentives for ILEC
actions tl.' <)pen the local market.

eSc \.11' :\:ese triggers \\ould be \:onsist~nt with th~ recent proposals by the Depanment ot
.: .i:mcl:? ..md th~ '\:11.-\. both of which urged the use of a prescriptl\~ approach if access rates were
not reducl:?d by ..:ompetltwn..-\5 these two a~l:?ncies recognized. the development and strength of
,-_:ilPl:?tlt1\.'u .is a means of ensuring access reductions I~. at best. unclear. Thus. the Commission
~ust adopt .l m.l!lJ:H~"'ryapproach to reduce access charges to protect ratepayers. l- se of the
triggers ,)utline': above would help pro\'ide ratepayers the pr0tectlc'n they need to achieve access
r al;;: reduct1\,n,

I; 1 ~ow ma\ the FCC mo\e Quickh to ensure ths neutralit\ and ponabilitv of
uni\ersal service 5UPPQQ ~

The (I..'r:'.mission can move qUIckly to ensure the neutrallty and portability of universal
sel"\ICI:? suppon \:'I;. moving funds identified in this proceeding as providing universal service
support into a competitively neutral and explicit federal fund. until support can be determined
b3~~d on a f(1l"\\ard-looking cost proxy model. Sl:?ction ~54.b)(4) and .)l of the
Te,-:(\.·mmunic.:i::I.....ns .-\ct of 1996 ("'-\ct") requ1fl: it. and it is easil~ accomplished



Based on the record in this proceeding. at 1I:ast $5.7 billion 10 existing mechanisms fund
utll\ersal sen'ic~ There is no dispute that the current l'nl\~rsal S~rvice Fund (high cost
Jssistance fund \. triple OEM weighting. and Long. T~m1 Support. whIch total approxImately
$ 1.31 billion annually, fund universal service. In addition. approximately S180 million IS

collected annually to fund Lifeline and Link-lp for low income consumers. All of these
programs should and can be funded through the new and explicit federal universal senice fund

The record also supports a finding that a portion of access charges. in addition to Long
Tenn Support. represents implicit funding for universal service. For example. in a joint tiling.
BellSouth Corporation. Pacitic Telesis Group and SBe Telecommunications state that $4 billion
in implicit universal service support is currently contained in s\...itched access charges.~ Thus,
this Sol billion may be inunediately remo\ed from access charges and "replaced" by an interim
$4 billion universal service fund, to operate until a final judgment on the size of universal service
is made and all universal sen'ice subsidies are removed from access charges. Failure to make
explicit those sums that are now recogmzed to constitute universal sen'ice support would violate
the Act and would deprive new entrants providing service to a ratepayer eligible for universal
sen ice of the support that Congress intended to be immediat ly available.

Sincerely.

-\nachrnents

Commissioner Chong
Commissioner Ness
C,-lmmissioner Quello
RegIna Keeney
\\'illiam Kennard
Greg Rosston

Larry Atlas
Richard \letzger
John \:akahata
Kath\ Le\'itz
Suzanne Tetreault

"~, Ex Parte Letter dated April 15. 1997 to The Honorable Reed E. Hundt from David
J. \larkey of BellSouth Corporation, Thomas O. \loulton, Jr. of Pacific Telesis Group and Dale
"Zeke" Robertson ofSBC Telecommunications. Inc at 3. See a[s\..). Ex Partc Jcttcr d;ltcj April
; b. 1Qy- :' ::-:;;- H<'1norable Reed E Hunj: from Bruce K p('~'"':' ,-)f L'S West. Inc. Jt :


